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SMALL COMMUNITY AIR SERVICE UNDER THE
AIRLINE DEREGULATION ACT OF 1978
ARNOLD I. HAVENS* and DAVID A. HEYMSFELD**
T HE AIRLINE Deregulation Act of 1978 (ADA)' ended most
government regulation of domestic air carrier routes and rates
on a phased basis. To address concerns that the airlines' new free-
dom would lead to a deterioration in air service at small commu-
nities, the ADA included programs to ensure a continuation of
domestic small community service. Under the ADA, small com-
munities authorized to be served by certificated air carriers on the
date the law was enacted were guaranteed that they would con-
tinue to receive "essential" air service for ten years. The cities
were not, however, guaranteed a continuation of service by the
incumbent certificated carrier. If a certificated carrier wished to
terminate service at a small community, the Civil Aeronautics
Board (Board) was given the responsibility for finding a replace-
ment carrier and, if necessary, subsidizing that replacement carrier
under a new subsidy program.
The ADA left the implementing agency, the Board, with sub-
stantial discretion. The legislation gave the Board general direc-
tives for small community air service and left the Board to work
out many of the details concerning the level and quality of service
that would be guaranteed at each community, the procedures that
would ensure a smooth transition to replacement service, the cri-
teria that would be used to select between competing applicants
for a subsidy, and the policies that would be used to determine the
* Assistant to the Chairman, U.S. Railroad Retirement Board (formerly
Assistant Counsel, Office of Legislative Counsel, U.S. House of Representatives).
** Assistant Counsel (Aviation), Committee on Public Works and Transporta-
tion, U.S. House of Representatives. The views expressed in this article are those
of the authors only.
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amount of the subsidy that would be paid for each community.
It has now been more than two years since the ADA was en-
acted. During this period the Board has made arrangements for
replacement service at eighty small communities.' About half of
the replacement service has required subsidy. Although other pro-
posed arrangements are still pending before the Board, enough
experience has been accumulated to permit a preliminary evalua-
tion of the programs the Board has developed.
In an effort to assess the effectiveness of the Board's imple-
mentation of the small community air service provisions of the
ADA, this article begins with a summary of the relevant statutory
provisions. This will be followed by an analysis of the policies
developed by the Board for setting the level of air service to be
guaranteed, for assuring a smooth transition, for selecting a reli-
able replacement carrier, and for setting subsidy rates. Finally,
this article provides an economic analysis of the effectiveness of
the Board's program
I. BACKGROUND AND SUMMARY OF STATUTORY PROVISIONS
Small community air service was a major concern of Congress
when it passed the Airline Deregulation Act. Under the Federal
Aviation Act of 1958 a certificated air carrier could not suspend
or terminate its service at a community without the Board's per-
mission." In considering whether to authorize the abandonment,
the Board in essence conducted a cost-benefit analysis. The factors
considered included the number of passengers using the air service,
the cost of the subsidy for the service, and the alternative trans-
portation available (such as air service available by driving to
nearby communities).'
In some cases the Board authorized termination of service with-
out imposing any conditions, while in other cases the abandon-
2 Unless otherwise indicated, data in this article covers a period through
November 1, 1980.
3This article does not cover small community air service in Alaska, or at
newly designated communities under Section 419(b) of the Federal Aviation
Act of 1958.
'Federal Aviation Act of 1958, § 401(g), (j), 49 U.S.C. § 1371(g), (j)
(1976) (amended 1978).
OFFICE OF TRANSP. REG. PoucY, U.S. DEPT. OF TRANSP., AIR SERVICE TO
SMALL COMMUNITIES, APPENDIX C (1976).
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ment was contingent upon a commuter airline providing a specified
level of replacement service. Between 1960 and 1977 the Board
allowed certificated airlines to terminate service at 179 communi-
ties. In 1978 commuter replacement service was being provided at
approximately sixty of these communities.!
Prior to the passage of the ADA, small community air service
was subsidized by the Board under section 406 of the Federal
Aviation Act of 1958.! Under this provision only certificated air-
lines could be subsidized. Commuters were ineligible for subsidy.
As administered by the Board, the section 406 program allowed
the subsidized carriers to use large aircraft to serve small commu-
nities, even if there were too few passengers to permit profitable
operations with these aircraft. The subsidy rate was set at a level
which would compensate the airline for losses incurred over all
its routes.'
In the ADA, Congress modified the small community program
to accomplish several policy objectives:
(1) Certificated air carriers were given freedom to exit from
unprofitable cities as soon as the Board had made arrangements for
replacement service." These provisions were designed to give the
carriers freedom to develop more efficient route systems and to ex-
periment with new service without assuming an indefinite obliga-
tion to continue the service. Increased freedom of exit was also
desirable on equitable grounds. The application of the ADA would
result in previously protected carriers facing increased competi-
tion. It would seem fair that the airlines facing more competition
not be obligated to continue serving unprofitable routes."
Id.
7 H.R. REP. No. 95-1211, 95th Cong., 2d Sess. 11 (1978).
'Federal Aviation Act of 1958, § 406, 49 U.S.C. § 1371(g), (j) (1976)
(amended 1978).
'Aviation Regulatory Reform: Hearings on H.R. 11145 before the Subcomm.
on Aviation of the House Comm. on Public Works and Transp., 95th Cong.,
2d Sess. 158-86 (1978) (statement of Alfred E. Kahn) [hereinafter cited as
Aviation Regulatory Reform]. Subsidy did not cover losses on some routes which
had been awarded to the carriers on a subsidy ineligible basis as part of the
Board's route strengthening program.
"Similar provisions covered commuter carriers serving cities which were
guaranteed essential air service.
"Although the rationale for the exit provision was not discussed in the
Congressional reports and debates, the considerations discussed in the text were
cited by Congressmen in informal discussions with the authors.
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(2) Congress decided to guarantee that all cities receiving cer-
tificated service on the date of enactment would continue to receive
"essential" air service for ten years." These provisions were a re-
sponse to concerns that without legislative intervention the cost of
deregulation would fall on small communities, which would be
abandoned by the air carriers in favor of more profitable routes
involving large cities."
(3) Congress decided to encourage the use of commuter air car-
riers as replacements for certificated air carriers at cities that they
no longer wished to serve.' It was felt that these cities would re-
ceive better service from willing commuters than from unwilling
certificated carriers. The House Public Works Committee Report
on the bill cited Board and Department of Transportation studies
showing that at communities where commuters had replaced cer-
tificated carriers traffic had grown 8% a year, compared to a de-
cline in traffic before the replacement. The studies also showed
that commuter service had been stable at 90% of the communities
that enplaned more than six passengers a day. 5
A related belief of Congress was that transfer of service to com-
muters could reduce the subsidy costs for small community service.
The Senate Committee concluded that:
There are three fundamental problems with the present subsidy
program: First, subsidy rates are determined primarily by the
financial needs of carriers not the needs of communities; second,
subsidy is distributed based upon the economic results of a carrier's
entire certificated operations, not the carrier's operations to a small
community which needs subsidy; and third, the Board has no effec-
tive statutory tools to make sure that subsidy dollars are used to
provide appropriate service to the particular community, includ-
ing appropriate equipment, frequency, and timing. Such deficien-
cies do not provide maximum incentives for carrier efficiency or
reducing the extent of governmental support for the subsidy pro-
gram.
" The guarantee also extended to cities at which a certificated carrier was
authorized to provide air service, but to which service was suspended.
'1 124 CONG. REC. H9842, 9844 (daily ed., Sept. 14, 1978) (Remarks of
Rep. Anderson and Rep. Johnson).
14S. REP. No. 95-631, 95th Cong., 2d Sess. 88-89 (1978).
IsH.R. REP. No. 95-1211, supra note 5, at 11.
16S. REP. No. 95-631, 95th Cong., 2d Sess. 72-73 (1978).
1981) DEREGULATION & COMMUNITY AIR SERVICE 645
Congress believed that these problems could be overcome by a
new "community-based" subsidy program in which uncertificated
commuters would be eligible for subsidy." The House Public Works
Committee Report cited a Board study that estimated that if all
subsidized service was transferred from certificated carriers to com-
muters the annual subsidy bill after seven years would be $21 mil-
lion instead of the $73 million required for subsidy in 1977.18
The Committee thought that these savings would occur because
commuters would serve small communities with small aircraft; in
view of the low traffic volume of the small communities, these small
aircraft would be more cost effective than the larger aircraft
operated by certificated carriers. Additionally, the legislation di-
rected the Board to develop a new subsidy program that would
be based on the subsidy costs of serving each community rather
than on a carrier's overall system losses."
The provisions added by the ADA to deal with the small com-
munity program guarantee that there will be continued air trans-
portation for ten years to all cities listed on air carrier certificates
on the date of its enactment."0 This includes cities at which cer-
tificated carriers were providing actual service and cities at which
a certificated carrier was authorized to provide service, but at
which the service had been suspended. To insure such service,
the ADA establishes a new subsidy program, with compensation
to be based on the needs of the community and the use of appro-
priate aircraft."
For each city that was guaranteed service for ten years and
was served by only one carrier on the date of enactment, the
Board was directed to establish by October 24, 1979, a level of
"essential air transportation which in no case shall be less than
two daily round trips, five days a week, or the level of service
actually provided during calendar year 1977. " " Air carriers serving
17Id.
1
8 H.R. REP. No. 95-1211, supra note 5, at 12.
1' 124 CONG. REC. H13445 (daily ed., Oct. 14, 1978) (remarks of Rep.
Anderson).
2049 U.S.C. 5 1389(g) (Supp. 11 1978).
21Id. S 1389(d).
22 With respect to each eligible point which is reduced to one carrier service
after enactment, the Board is required, within six months of notification that the
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cities that are guaranteed air service are required to give notice
before reducing service at a city below the level of essential air
transportation. Certificated air carriers and carriers receiving sub-
sidy under the new community-based subsidy program must give
at least ninety days notice before reducing service. 3 Commuters
that are not receiving subsidy must give thirty days notice."
When the Board receives notice of a proposed reduction in serv-
ice, the Board is required to make every effort to arrange for an-
other carrier to provide essential air transportation on a continuing
basis.' If the Board determines that essential air transportation
will not be independently provided without compensation from the
government, the Board is directed to select an air carrier and
establish a rate of compensation following certain guidelines. The
Board is required to establish guidelines for "computing the fair
and reasonable amount of compensation required to insure the
continuation of essential air transportation to any eligible point.'
The guidelines are required to provide that compensation will be
based on the use of aircraft determined by the Board to be appro-
priate for providing essential air transportation to the community."7
If the Board is not able to arrange for replacement service within
the period of notice, the Board must require the carrier serving
notice to continue to serve the point for an additional thirty day
period. The obligation to serve may be extended for additional
thirty day periods until replacement service has been arranged."
During these thirty day periods the Board is required to make
every effort to find a replacement carrier."9 The carriers that are
required to continue service under the foregoing provisions are
entitled to compensation for any losses incurred."0
point, due to suspension or termination, will be receiving service by only one
certified air carrier, to determine essential air transportation for the point.
1149 U.S.C. S 1389(a)(3)(A) (Supp. I 1978).
24 d. S 1389(a)(3)(B).
25Id. S 1389(a)(9).




2 The authorization for compensation provides that a "trunk air carrier"
may not receive compensation for more than one year. 49 U.S.C. § 1389(a)(7)(B)
(Supp. II 1978). Under the Board's terminology a "trunk" is one of the large
1981) DEREGULATION & COMMUNITY AIR SERVICE 647
The ADA includes specific provisions authorizing replacement
of a subsidized carrier. After January 1, 1983, any carrier may
file an application seeking to replace a carrier that is receiving a
subsidy under the old program. The Board is directed to grant
the application if the applicant shows that it can provide a sub-
stantial improvement in the current air service and a decrease in
the amount of compensation that is required. Any replacement
service will be compensated under the new subsidy program."
Applications to replace carriers that are operating under the new
subsidy program may be filed after January 1, 1983, if the sub-
sidized carrier has been serving the point for at least two years.
The prospective replacement carrier must show that the replace-
ment service would result in a substantial improvement in air serv-
ice with no increase in subsidy, or in a substantial decrease in the
amount of subsidy required to provide essential air transportation .
The ADA establishes safety requirements for commuter air car-
riers that are receiving a subsidy." Such commuters must demon-
strate that they are "fit, willing, and able" to perform the proposed
service and that the aircraft used to perform the service and all
operations relating to such service will conform to safety standards
established by the Administrator of the Federal Aviation Adminis-
tration. These safety standards, which were to be established within
180 days of enactment, would require commuters to develop, to
the maximum extent feasible, the same level of service as is provided
on certificated carriers.'
The ADA terminates the section 406 subsidy program (under
which certificated carriers have been subsidized) seven years after
enactment. For the first four years, certificated carriers are guar-
anteed that there will be no subsidy reductions for cities they
wish to continue serving.' Finally, the ADA includes a number
of provisions designed to enhance the ability of commuters to serve
small communities. The criteria for the commuter exemption, which
the Board has set by regulation at no more than thirty seats, was






-Id. § 1376 (Supp. I 1980).
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extended to cover aircraft of up to fifty-six seat capacity." Com-
muters are made eligible for the Aircraft Loan Guarantee Pro-
gram," and any uniform method of setting joint fares which the
Board develops is required to be made applicable to commuters. 8
II. LEVEL OF SERVICE GUARANTEED
The first step in the ADA's small community program is a de-
termination of the level of essential air service that will be guar-
anteed at each eligible community or, in the words of the Act,
eligible "point." The ADA directed the Board to establish general
guidelines for determining essential air service and then to make
specific service determinations for each eligible community under
the guidelines. This task was completed by April 1, 1980."
Essential air transportation is defined under section 419(f) of
the Federal Aviation Act, as amended by the ADA, as:
scheduled air transportation of persons . . . under such criteria
as the Board determines satisfies the needs of the community con-
cerned for air transportation to one or more communities of inter-
est and insures access to the Nation's air transportation system at
rates, fares, and charges which are not unjust, unreasonable, un-
justly discriminatory, unduly preferential, or unduly prejudicial,
and (1) with respect to air transportation to any point (other than
in the State of Alaska) in no case shall essential air transportation
be specified as fewer than two daily round trips, five days per
week, or the level of service provided by air carriers to such point
based on the schedules of such air carriers in effect for calendar
year 1977, whichever is less. "
Thus the statute sets the minimum level of service and requires
the Board to establish criteria to determine essential air transporta-
tion beyond the minimum level. Neither the ADA nor the legis-
lative history, however, gives specific guidance as to where the
line should be drawn in requiring service above the minimum level.
"Id. § 1386 (Supp. 11 1978).
37Act of Sept. 7, 1957, Pub. L. No. 85-307, 71 Stat. 629, as amended by
the Airline Deregulation Act of 1978, 55 37(c), 1301 (not codified at 49 U.S.C.
1301).
3
8 Airline Deregulation Act of 1978, 5 37, 49 U.S.C. § 1482a (Supp. 11 1978).
19 Prior to publication of the guidelines, the Board made ad hoc determina-
tions for any eligible community at which a certificated carrier filed notice of
intention to suspend service.
-49 U.S.C. § 1389(f) (Supp. 11 1978).
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Many communities have felt that under the ADA they should be
entitled to a guarantee of maintenance of their current level of
service.' Carried to the extreme, this position would require guar-
antees of virtually all existing air service, imposing a much greater
degree of regulation than existed before the ADA was passed.'
Clearly this result would be incompatible with the entire thrust
of deregulation. Some ceiling is needed.
In developing a ceiling, the Board has been guided by the ADA's
general philosophy of maximum reliance on competition. The
Board has interpreted the ADA's guarantee of essential air service
as extending only to service necessary to accommodate traffic that
will not support unsubsidized operations, or, more specifically,
service necessary to accommodate eighty passengers a day. The
Board has decided that service beyond this level should be left
to the marketplace. In establishing its guidelines for essential air
service, the Board has also given weight to the Congressional de-
sire to facilitate commuter replacements. The Board's requirements
relating to the equipment used for essential air service have been
tailored to the realities of the commuter fleet.
The Board's guidelines for essential air service have been pub-
lished as a final rule."' The guidelines set forth several major fac-
tors that the Board will consider in establishing requirements for
essential air service at a community. These factors are the follow-
ing: hubs, specific airports, equipment, frequencies, and stops."
The Board has stressed that the guidelines are not to be construed
as ironclad standards, but as a framework for individual determi-
nations.' In practice, however, many of the guidelines do pre-
scribe the precise standards which are followed for individual
determinations.
The first factor, hubs, establishes criteria for determining the city
or cities to which the eligible point is guaranteed service. A hub
4144 Fed. Reg. 52,647 (1979).
Before the Deregulation Act, the only guarantees in the Federal Aviation
Act of 1958 were: (1) a guarantee against a total abandonment without Board
authorization, Federal Aviation Act of 1958, § 401(g), (j), 49 U.S.C. § 1371
(1976) (amended 1978), as amended prior to P.L. 95-504, and (2) an almost
completely unenforced guarantee of "adequate" service, id. § 404(a), 49 U.S.C.
1374 (1976).
- 14 C.F.R. 5 398 (1980).
"4Id.
1144 Fed. Reg. 52,646 (1979).
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is a point that enplanes more than 0.05 percent of the total en-
planements in the United States, or approximately 440 passengers
a day in 1979.' The object of prescribing requirements for serv-
ice to hubs is to find a city or cities to which the eligible point has
close commercial, geographical, and political ties or which would
provide the eligible point with access to the national air transporta-
tion system."
The Board received extensive comments on its proposed policy
that essential air service generally would be guaranteed to only
one hub." Many of these comments raised concern that a one-
hub limit would be inadequate to fulfill the underlying intent of
section 419-air transportation to meet the eligible point's needs
for service to one or more communities of interest. Several com-
mentators contended that service to more than one hub would be
necessary when traffic from the eligible point was traveling in two
directions, as service to only one hub would require a substantial
number of passengers to backhaul before arriving at their final
destination. Other commentators indicated that the Board should
not always designate the closest hub, but should only designate
hubs being served by several air carriers and having adequate con-
necting services to several major cities. Additionally, several com-
mentators were opposed to designation of the closest hub to the
eligible point on the ground that short-haul service would not
generate sufficient traffic for economically viable service."
In an effort to be responsive to these comments, the final rule
promulgated by the Board establishes a more flexible approach
for the designation of hubs. As to the number of hubs to be desig-
nated, the Board abandoned the strong preference for one hub in
the proposed rules and indicated a willingness to require one or
two hubs. The rule indicates that two hubs will be designated if
an eligible point "has close commercial, geographical, and political
ties to both hubs."
The Board also indicated its willingness to consider selecting hubs
-0 14 C.F.R. § 398.2 (1980). Estimate based on unpublished data supplied by
the Federal Aviation Administration.
"44 Fed. Reg. 52,649 (1979).
'844 Fed. Reg. 52,649 (1979).
'944 Fed. Reg. 52,646, 52,649 (1979).
50 14 C.F.R. § 398.2 (1980).
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that are not the closest hub to the eligible point. In designating
hubs the Board will consider "access to the national air transporta-
tion system,"'" "the commercial, geographic, and political ties of
candidate hubs to the eligible point,. 2 "[t]he traffic levels to candi-
date hubs,"' 3 "[d]istance of hubs from the eligible point,""' and
"[s]ize of candidate hubs."" As an example of its intention to be
flexible in designating a hub, the Board pointed to the Presque
Isle, Maine case in which it had required service to a hub beyond
the closest hub in order to meet the community's air service needs."
Responding to the Board's proposed rule that indicated a gen-
eral policy of not designating a specific airport at a hub, most
commentators argued that to guarantee access to the national
transportation system and afford good flight connections and con-
venience for travelers from the eligible point, the Board must
designate service to the primary airport at a hub. Another com-
ment on this issue was that service to a satellite or secondary air-
port at a hub would diminish the viability and utility of the service
due to competition from surface transportation.' One more specific
recommendation was to require service to the main terminal of a
designated airport to provide convenient connecting opportunities.'
In contrast, the Department of Transportation suggested that the
Board should not designate airports at multi-airport hubs."'
After considering these comments', the Board decided to adhere
to its position that it would not usually require service to a particu-
lar airport at the hub." The Board indicated that a specific desig-
nation might be made in unusual cases if the designation is "neces-
sary to ensure adequate access to the transportation system and






"Notice of Delta Air Lines, Inc., CAB Order No. 79-7-198 (July 30, 1979).




"44 Fed. Reg. 52,646, 52,649 (1979).
62I d.
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also indicated that if an applicant for subsidy specified that it was
prepared to provide service to a particular airport at a hub and
the eligible point was desirous of such service, the Board would
give decisional weight to this aspect of the applicant's proposal."'
A related problem was that of a "hyphenated point," i.e., an
eligible point consisting of two or more communities, each with
its own airport. Here the Board's policy in its proposed rule was
not to require service to more than one airport at the eligible
point unless "clearly necessary and if the multiairport service is
economically feasible and justified on the basis of traffic levels at
these airports." This policy was not changed in the final rule."4
With respect to equipment, the final rule provides that the
Board generally will not specify a specific size aircraft or require
pressurized aircraft. The Board, however, will generally require
two-engine, two-pilot aircraft.' Most comments on the Board pro-
posal not to prescribe aircraft size focused on two points. First, the
commentators argued that if there is adequate traffic to support
operations with large aircraft the Board should require service
with such equipment." Secondly, the views focused on the poor
quality of small aircraft service, including allegations of the in-
adequate baggage capacity of small aircraft, the unacceptable fa-
cilities and inadequate comfort on small aircraft during long flights,
the longer travel time on smaller aircraft that adversely affects
public acceptance of the service, and the fact that small aircraft
are less reliable."7
Despite these contentions, the Board decided against regulating
aircraft size, determining that "the size of ... aircraft [to be] used
should be determined by the nature and size of the market, the
logistical considerations regarding the service patterns,, and the
operating constraints of the individual carriers providing the serv-
ice."' The Board expressed confidence that market forces would
result in use of more efficient large aircraft where traffic warranted.
Perhaps of greatest importance, the Board was faced with the prac-
Id. at 52,650.
14 C.F.R. § 398.3 (1980).
05 14 C.F.R. 398.4 (1980).
"144 Fed. Reg. 52,646, 52,651 (1979).
07 Id.
68 Id.
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tical consideration that "if the Board were to set a minimum size
for aircraft, 10 seats for example, it would effectively ground a
large portion of the commuter fleet and take that much longer to
provide small communities with their essential air service. '"" Al-
though the final rule does not specify a minimum size for aircraft,
it does indicate that all aircraft must be sufficient to accommodate
passengers and their accompanying baggage at the point in ques-
tion and that in exceptional cases larger aircraft may be required
on longer flights. '
Although the Board's proposed requirement of service by at
least a twin-engine aircraft with a pilot and copilot was generally
well received, it was subject to a certain amount of criticism. The
Commuter Airline Association of America contended that there
was a lack of any demonstrable need for such a requirement and
argued, therefore, that the Board should permit communities to
take advantage of single-engine, one-pilot operators.' The State
of Oregon argued that the circumstances of a particular market
should dictate if a two-engine, two-pilot requirement should be
imposed.' The Department of Transportation indicated that it
would be incorrect for the Board to imply that it was imposing
this requirement for safety reasons."3
Essentially, the final rule retains the two-engine, two-pilot re-
quirement on the theory that service of this type is more reliable."
A reason, unstated by the Board, that probably impacted on this
decision is that single-engine or single-pilot aircraft would not
generate public confidence and acceptance. In response to com-
ments by communities that more flexibility was necessary on this
issue, however, the final rule does provide that a community may
agree to a different arrangement. "
The final rule indicates that pressurized aircraft and air condi-
tioning will be required only when absolutely necessary to provide
usable air service at eligible points." Pressurized aircraft, which
6944 Fed. Reg. 27,435, 27,442 (1979).
70 14 C.F.R. 5 398.4 (1980).
7144 Fed. Reg. 52,646, 52,650 (1979).
72Id.
7' Id.
7444 Fed. Reg. 52,646, 52,650 (1979).
5 14 C.F.R. § 398.4(d) (1980).
7 Id. § 398.4(e).
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have the capability to stabilize the atmospheric and climatic condi-
tions inside the aircraft, were viewed as a necessity by some com-
mentators for flights over mountainous terrain as well as for pro-
viding passenger comfort and avoiding medical problems." A few
commentators opposed a pressurization requirement based on the
adverse cost impact on providing essential air service."'
The Board decided not to require pressurization but to rely on
the regulations of the Federal Aviation Administration governing
the subject in all but exceptional circumstances."9 Part of the ra-
tionale expressed by the Board for this conclusion was that pres-
surization would not add to passenger comfort on the relatively
short-haul, flat-terrain operations to hubs that will be required in
most cases. The Board was also influenced by the practical con-
siderations that less than ten percent of commuter equipment is
presently pressurized.*
In establishing the criteria for determining frequencies of serv-
ice to hubs from an eligible point, the Board established a mini-
mum level that would be guaranteed at all communities. Higher
levels would be guaranteed, up to a maximum, at communities
that could show a need for more than the minimum level of serv-
ice. The proposed rule established the minimum guarantee at two
daily round trips on Sunday through Friday, with a lower level of
service on Saturdays possible, depending on the level of traffic
generated at the eligible point. 1 This minimum, slightly higher
than that required by section 419(f) of the ADA,' was based on
the Board's belief that there is considerable need for weekend
service.' The responses on the minimum level focused on the level
of service over the weekend. Some commentators indicated a de-
sire for two round trips seven days a week based on historic traffic
and present need. Others focused on the rigidity of the weekend
level of service proposed by the Board." In response to these com-
7744 Fed. Reg. 52,646 (1979).
78 Id.
79 Id. at 52,650-51.
8044 Fed. Reg. 27,435, 27,442 (1979).
81 Id.
8249 U.S.C. S 1389(f) (Supp. II 1978).
8344 Fed. Reg. 27,435, 27,442 (1979).
8444 Fed. Reg. 52,646, 52,651 (1979).
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ments, the Board changed the minimum number of flights to two
daily on Monday through Friday and two flights during the week-
end."
The Board's final rule indicates that service beyond the mini-
mum would be required to accommodate existing traffic up to a
ceiling of 160 seats per day. This level of service is designed to
accommodate up to eighty passengers per day at a load factor
of 50% .' The opposition to this type of ceiling was substantial.
Responses included arguments that the ceiling was contrary to the
intent of Congress, that the level of service should be set at the
communities' actual needs, that the level of service should be set
at the communities' projected needs, including a built-in expansion
factor, and that the Board should guarantee each community its
existing level and pattern of service.8" In order to avoid transitional
problems resulting from the ceiling, some communities suggested
a requirement of essential air service at an initially high level to
permit aircraft and operators to become available to meet the new
demand, followed by annual reductions of the level."8
After consideration of these comments, the Board decided to
adhere to its proposed policy of imposing a ceiling that would
only guarantee service for traffic levels that were too low to sup-
port service by the marketplace." The Board felt that higher guar-
anteed service levels would expose the government to excessive
subsidy and would tie up too much aircraft capacity at the guar-
anteed points to the probable detriment of service at points that
were being served by more than one carrier where there was no
guarantee."0 In support of its decision the Board maintained that
14 C.F.R. § 398.5 (1980).
8844 Fed. Reg. 65,584, 65,585 (1979) (to be codified in 14 C.F.R. § 398.6).
In its proposed rule, the Board used a 65% average load factor, and set a ceil-
ing of 120 available seats each day (60 in each direction). 44 Fed. Reg. 27,435,
27,443 (1979). Based on the findings of a study initiated by the Board to de-
termine if a 65% average load factor was adequate, the Board amended its
guidelines to provide a 50% average load factor. 44 Fed. Reg. 65,583, 65,584
(1979). This change increased the ceiling to 160 available each day (80 in each
direction).
:744 Fed. Reg. 52,646, 52,652 (1979).
8 Id. at 52,647.
"Id. at 52,652-53.
9DRecently, the Board's policy of establishing a ceiling beyond which the
forces of the marketplace would operate has been affirmed. County of Kern
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"Congress did not intend the air transportation system to be frozen
in its current form" and that "the main policy determination un-
derlying the Airline Deregulation Act of 1978 is that the public
will benefit from allowing carriers to alter their operations in re-
sponse to market demand."'" Further, the Board concluded that
to "guarantee service above a certain level would undermine the
overall intent of the Airline Deregulation Act by limiting the flexi-
bility of the airline network to respond to consumer needs and,
more importantly, would not result in responsive service by will-
ing carriers.""2 In summary, the Board concluded that a ceiling
at a relatively low level of service was needed on the grounds
(1) that Congress told us to guarantee essential service, not all
the service a community wants regardless of cost; (2) that the
program will be complicated to administer without extending it to
a multitude of points whose service may fluctuate, but which at
all times will receive "essential" service; and (3) that it is more
consistent with the underlying philosophy of the Deregulation Act
to rely on market forces to the maximum extent, when these forces
will work, in small communities."
Although the final rule, as amended, does not change the general
policy on the maximum available capacity to be guaranteed by the
Board as set forth in the proposed rule, it does specify five cir-
cumstances that may result in the Board guaranteeing an eligible
point more than 160 seats each day. They are when:
(1) The number of stops between or beyond the eligible point
and the hub results in available aircraft capacity serving at the
eligible 1oint being shared with passengers at those intermediate
stops or beyond points; (2) The distance between the eligible
point and the designated hub requires the use of large aircraft;
(3) The eligible point is extremely isolated; (4) The eligible point
has suffered an abrupt and significant reduction in its service that
warrants a temporary increase in the maximum guaranteed ca-
pacity for that point; or (5) Other unusual circumstances warrant
guaranteeing the eligible point more than 160 seats each day."4
and City of Bakersfield v. CAB, Nos. 79-7308 and 80-7099 (9th Cir. Dec. 8,,
1980).
9144 Fed. Reg. 52,647 (1979).
92 Id.
9344 Fed. Reg. 27,435, 27,443 (1979) (emphasis in original).
9444 Fed. Reg. 65,584, 65,585 (1979) (to be codified in 14 C.F.R. § 398.6(b)).
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To this date, the Board has never guaranteed a point more than
160 seats per day, except for transitional service for a relatively
short period. The requirements for transitional service are based
on the fourth circumstance, an abrupt and significant reduction in
service, listed in the final rule. In adopting this concept the Board
recognized that as a result of establishing a ceiling on the level
of service it would guarantee, it had created the potential for
transitional problems at eligible points where proposed cutbacks of
service would leave the point with greatly reduced service that
was still above the ceiling of 160 seats per day. Until the eco-
nomics of the marketplace could operate to return the level of
service to the pre-cutback level, many passengers at the eligible
point would be "unaccommodated."' The seriousness of the prob-
lem was described quite dramatically by the representatives of
Bakersfield, California, at Congressional hearings before the House
Committee on Public Works and Transportation." Testimony at
these hearings indicated that the number of available seats to and
from Bakersfield dropped from 1,738 per day prior to October 24,
1978, to approximately 1,000 per day within one year; this oc-
curred after the Board decided against intervening to prevent the
termination or substantial reduction of air services from Bakers-
field to Las Vegas, Los Angeles, and San Francisco."'
The Board discussed the condition under which a transitional
essential air service determination will be made in the supple-
mentary information published with the final rule on essential air
service determinations:
[W]hen an incumbent carrier proposes a substantial reduction
or the elimination of service at a point where traffic levels are
above our ceiling and a significant portion of the point's traffic
would be temporarily totally unaccommodated by the alternative
service that will be available, we will consider making a finding of
a major transitional problem and issuing a transitional essential
air service determination."'
9-44 Fed. Reg. 52,646, 52,648 (1979).
"Air Cargo and Passenger Deregulation: Hearings before the Subcomm. on
Aviation of the House Comm. on Public Works and Transp., 96th Cong., 1st
Sess. 767-93 (1979) [hereinafter cited as Air Cargo and Passenger Deregulation].
97 Id. at 788. The decision of the Board against intervening in the Bakers-
field case was upheld in County of Kern v. CAB, 633 F.2d 856 (9th Cir. 1980).
9844 Fed. Reg. 52,646, 52,648 (1979) (emphasis in original).
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If the Board makes such a determination it will prohibit the in-
cumbent carrier from terminating or reducing service until re-
placement service is being provided that meets the higher essential
air service level."9
In establishing transitional essential air service, the Board
stressed that imposition of this requirement would be for a tempo-
rary and clearly limited period."' To date, transitional service
requirements have been established at six cities. The requirements
have not been imposed for more than seven months.
Another factor discussed in the Board's guidelines is time of
service. The Board's proposed rule specified that essential air
service flights must depart at reasonable times, determined in
view of the purpose for which the passengers are traveling.1 ' Com-
ments on this aspect of the guidelines ran the gamut from seeking
specific flight scheduling by the Board to requesting complete
flexibility for air carriers to control their operations.' The final
rule leaves the Board with the flexibility it considers appropriate
to balance these two countervailing considerations.
.The Board's proposed rule allowed a maximum of two stops
on flights providing essential air service, unless the community
agreed otherwise."3 In short-haul markets and in other markets
where it would be necessary to make the service usable the guide-
lines proposed one-stop or nonstop service." In addition, if it was
necessary to ensure available capacity in a market the guidelines
provided that turnaround service might be required.'" Comments
on this issue ranged from the suggestion that only nonstop service
was adequate to suggestions that for greater flexibility more than
a two-stop maximum would be required in order to develop self-
sufficient operations."* After reviewing the comments, the Board
adopted its proposed guidelines on stops as its final rule.'"
One issue raised by many interested parties was the lack of fare-
99 Id.
10 Id.
10144 Fed. Reg. 27,438, 27,446 (1979).




10714 C.P.R. 5 398.8 (1980).
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setting or monitoring procedures in the proposed criteria. The
respondents viewed some criteria on fares as necessary in order to
assure service at reasonable rates as required by the ADA. On the
other hand, the Commuter Airline Association of America favored
complete freedom in fare-setting. ' The Board, relying on the
general intent of the ADA of fostering competition and reliance
on market forces, decided not to establish procedures for regu-
lating rates for essential air service. The Board expressed its hope
that potential competition from other air carriers and, given the
short distances involved, competition from surface transportation
would be sufficient to assure compliance with the statutory man-
date of service at reasonable rates.'"
Despite the Board's efforts to solicit the views of communities
in advance of developing the proposed and final rules establishing
the guidelines for essential air service determinations, reaction to
the policy guidelines as proposed by the Board was quite nega-
tive."' The same negative reaction later greeted the Board's interim
essential air service determinations. The basic concern of many
communities was that their service would deteriorate to the rela-
tively low level of the Board's ceiling. In evaluating this concern
it should be remembered that the Board's determinations of essen-
tial air services only establish the level of service that is guaran-
teed and do not prevent interested air carriers from providing more
service. Experience with actual replacement service is the only
basis for evaluating accurately the impact of the ADA and the
Board's policies on small community service. The experience to
this date is analyzed in Part VI, below. The objecting communities
are clearly correct, however, in their concern that the Board's
standards do not protect them against all declines in the quality
of their air service. Although they had no such guarantee under
prior law, the prior law did afford greater stability by giving the air-
lines less freedom to enter new markets and exit existing markets.
The Board appears to be committed to the approach of only
guaranteeing levels of community service below the levels of eco-
nomic self-sufficiency. The communities that disagree may try to
08 Id. at 52,658.
109 Id.
110 See, e.g., Air Cargo and Passenger Deregulation, supra note 96, at 353-56,
719-20, 767-93.
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persuade Congress to adopt further legislation requiring guar-
antees of higher levels of service. Whether such efforts will succeed
will depend on many economic and political considerations, the
most important of which may be the actual effect of the Board's
program on small community air service.
III. PROCEDURES FOR A SMOOTH TRANSITION AND
GOOD REPLACEMENT SERVICE
Section 419(a) (3) of the ADA,11 which requires an air carrier
serving an eligible point to provide service for a set period of time
prior to terminating or reducing service at the point below the level
of essential air service, and section 419(a) (6) of the ADA, '12
which requires the Board to order the air carrier, on a subsidized
basis,"'1 to continue to provide essential air service for consecutive
thirty day periods at the eligible point, are intended to give the
Board an opportunity to assure a smooth transition to replacement
service by a capable and reliable air carrier. In selecting an air
carrier to provide essential air service at an eligible point, the
Board has stated that it seeks "a carrier whose financial standing,
management quality, and operations indicate that it can be de-
pended upon to provide continuous and reliable service..... The
procedure developed by the Board to make this analysis of capa-
bility and reliability involves:
On-site reviews of the carrier's financial records and operating
procedures, as well as an examination of a carrier profile compiled
by Dunn and Bradstreet, review of the traffic reports and in-
surance filed with the Board, contact with the Federal Aviation
Administration to determine carrier safety and with various State
agencies to determine customer relations and whether any litigation
is pending against the carrier.'
In addition to the assessment of an air carrier's capability and
reliability as a means of assuring good replacement service, the
1149 U.S.C. S 1389(a)(3) (Supp. 11 1978).
11d. § 1389(a) (6).
1
'Id. § 1389(a)(7).
114 Notice of Intent of Frontier Airlines, Inc., CAB Order No. 80-5-92 at 8
(May 13, 1980).
1' Notice of Intent of Air Illinois, Inc., CAB Order No. 80-9-143 at 3, App.
A (Sept. 24, 1980). According to CAB staff, Dunn and Bradstreet reports have
generally not been available on replacement commuters.
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Board has decided to impose a back-up obligation, on a case-by-case
basis, on the air carrier whose proposed actions resulted in the
need for the replacement service.1 ' This obligation requires an air
carrier to be in a position to commence essential air service soon
after notification by the Board that the replacement air carrier is
not providing the requisite level of service. The rationale expressed
by the Board for imposing this back-up obligation is that although
a carrier is determined to be reliable for purposes of providing
essential air service to an eligible point on a long-term basis, in
the short-term the carrier might experience some difficulties. The
Board's stated intention with respect to this authority was to use
it only until the replacement carrier was stabilized and could pro-
vide reliable replacement service.
This imposition of a back-up obligation was not accepted with-
out a court challenge. Frontier Airlines brought suit against the
Board on the theory that the Board had no statutory authority
to impose such an obligation.11 ' Although the court agreed that
no specific statutory language existed on this point, it found
that this type of obligation was clearly implied by the langu-
age of section 419 of the ADA."8 Thus this additional mech-
anism is available to the Board to avoid as many of these
short-term difficulties as it possibly can. ' The Board has de-
cided to limit the use of its back-up obligation authority to those
cases in which the replacement carrier will be operating without a
subsidy."' The apparent reason for this modification is that given
the payment of a subsidy to the replacement carrier at an agreed-
upon rate, the likelihood of the replacement carrier failing to pro-
vide the essential air service is relatively small.
The concept of placing substantial reliance on market forces
after a regulated system has existed for many years was bound to
"1 See, e.g., Notice of Frontier Airlines, Inc., CAB Order No. 79-6-193 (June
28, 1979); Notice of Intent of Century Airlines, Inc., CAB Order No. 80-1-107
(Jan. 15, 1980).
117 Frontier Airlines, Inc. v. CAB, 621 F.2d 369 (10th Cir. 1980).
"'Id. at 371.
119 Notice of Intent of Frontier Airlines, Inc., CAB Order No. 79-8-57 at 2
(Aug. 9, 1979).
1'0 Notice of Intent of Frontier Airlines Inc., CAB Order No. 80-5-92 (May
13, 1980) and Notice of Intent of Allegheny Airlines, Inc., CAB Order No.
80-5-135 (May 20, 1980).
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result in transitional problems for small communities. Nevertheless,
the Board's three-pronged procedure of holding the incumbent air
carrier responsible for the continuation of service until a replace-
ment carrier can be found, assuring the reliability of the replace-
ment carrier, and using the back-up obligation authority as it may
be warranted seems to have resulted in a balanced approach in
effectuating the policies set forth in section 102(a) of the ADA.121
IV. CRITERIA FOR THE SELECTION OF A REPLACEMENT CARRIER
In selecting a replacement carrier from two or more applicants
to serve an eligible point with a subsidy, section 419(a) (4) of the
Act requires the Board to consider, among other factors:
(i) the desirability of developing an integrated linear system
of air transportation whenever such a system most adequately
meets the air transportation needs of the communities involved;
and (ii) the experience of the applicant in providing scheduled
air service in the vicinity of the communities for which essential
air transportation is proposed to be provided.122
In addition to these two factors, the Board has developed several
other factors it considers in this type of case, including the subsidy
required to provide the service, the efficiency of the service being
proposed, the preference of the community for one of the proposed
replacement carriers, the time necessary to commence the subsidized
service, and any service-related advantage exhibited by a proposed
replacement carrier."
With respect to the first statutory factor, the development of a
linear system, in the cases decided to this date in which the pro-
posals submitted differed between a linear system (service at several
small cities in sequence either beginning or terminating at a hub)
and a hub and spoke system (service directly between a small city
and a hub), the Board has not viewed this factor as determina-
tive.1"' With respect to the second statutory factor, the experience
12149 U.S.C. S 1302(a) (Supp. II 1978).
'
2 2 1d. § 1302(a)(4).
121See, e.g., Notice of Piedmont Aviation, Inc., CAB Order No. 80-2-110
(Feb. 21, 1980); Notice of Intent of Air Pacific, CAB Order No. 80-5-87
(May 13, 1980).
124 Interim Essential Air Transportation at Plattsburgh, Massena, Watertown,
Saranac Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB
Order No. 80-2-100 (Feb. 21, 1980); Notice of Intent of Hughes Air Corp.,
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of the applicant in the vicinity, the Board has indicated that this
factor has been of great importance in almost all of the subsidy
cases it has decided.' In placing great emphasis on this factor the
Board has indicated its interest in "minimizing the chance that a
carrier new to the area and unfamiliar with problems peculiar to
the region will encounter difficulties starting up and maintaining
its service, to the detriment of the local travelers."' Examples of
the Board placing great emphasis on this factor include the London-
Corbin, Kentucky case (selection of a commuter air carrier that has
experience at providing scheduled service in the area over an air
taxi that had no scheduled experience);1' the Plattsburgh, New
York case (selection of a carrier that had a full array of ground
and station services at the points in question over a carrier that had
experience in the region, but not at the specific communities);'
and the Chico, California case (selection of an air carrier that
would not have been required to substantially increase the size
of its fleet to provide the required service over the other two appli-
cants, each of whom would have been required to add additional
aircraft and crews to provide the service).'
In considering which proposal to accept from competing appli-
cants the issue of subsidy has been carefully scrutinized by the
Board in an attempt to pay no more than is necessary for the
service. The cases indicate, however, that although this is a very
important factor," in the final analysis it is by no means viewed
CAB Order No. 80-5-88 (May 13, 1980); Interim Air Transport at Enid, Ponca
City, McAlester and Stillwater, Oklahoma and Paris, Texas, CAB Order No.
80-7-53 (July 8, 1980); Notice of Intent of Air New Mexico, Inc., CAB Order
No. 80-8-8 (Aug. 1, 1980).
"2 See, e.g., Interim Essential Air Transp. at Plattsburgh, Massena, Water-
town, Saranac Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt.
CAB Order No. 80-2-100 (Feb. 21, 1980); Notice of Intent of Hughes Air
Corp., CAB Order No. 80-5-88 (May 13, 1980).
126 Interim Essential Air Transp. at Plattsburgh, Massena, Watertown, Saranac
Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB Order No.
80-2-100 at 6 (Feb. 21, 1980).
127 Notice of Piedmont Aviation, Inc., CAB Order No. 80-2-110 (Feb. 21,
1980).
128 Interim Essential Air Transp. at Plattsburgh, Massena, Watertown, Saranac
Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB Order No.
80-2-100 (Feb. 21, 1980).
'29Notice of Intent of Air Pacific, CAB Order No. 80-5-87 (May 13, 1980).
120See, e.g., Notice of Piedmont Aviation, Inc., CAB Order No. 80-2-110
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by the Board as determinative. 3 ' In the Plattsburgh, New York
case the applicant with the lower subsidy withdrew before the final
selection, but the Board suggested that the selection turned on
experience in the communities rather than the subsidy cost.' In
the Alliance, Nebraska case the Board stressed that there were
no significant differences between the subsidies requested by the
applicants and that the selection was based on strong community
preference for one applicant.' In fact, the Board has clearly
indicated that it is not obliged to accept a replacement carrier
simply because its subsidy proposal is the lowest among the com-
peting applicants.'"
The Board has also considered the preferences of the communi-
ties receiving service at an eligible point as a factor in selecting a
replacement carrier. The cases, however, do not indicate that this
factor is given decisive weight by the Board in reaching its de-
cision on the selection of a replacement carrier. In general, although
the Board selected a replacement carrier favored by the relevant
communities in several cases,"n the cases indicate that in compara-
tive terms the Board places more significance on the experience and
proposed service of a replacement carrier." The decisions of the
Board, particularly the El Dorado/Camden, Arkansas case,"" that
(Feb. 21, 1980); Notice of Intent of Hughes Air Corp., CAB Order No.
80-5-88 (May 13, 1980).
131 See, e.g., Interim Essential Air Transp. at Plattsburgh, Massena, Watertown,
Saranac Lake/Lake Placid, Ogdensburg, New York and Rutland, Vermont, CAB
Order No. 80-2-100 (Feb. 21, 1980); Essential Air Transportation Determination
of Alliance, Chadron, and Sidney, Neb., CAB Order No. 80-9-154 (Sept. 24, 1980).
132 Interim Essential Air Transp. at Plattsburgh, Massena, Watertown, Saranac
Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB Order No.
80-9-154 at 4 (Sept. 24, 1980).
11 Essential Air Transp. Determination of Alliance, Chadron and Sidney,
Neb., CAB Order No. 80-9-154 at 4 (Sept. 24, 1980).
"I See, e.g., Notice of Intent of Air Illinois, CAB Order No. 80-10-121
(Oct. 21, 1980).
11 See, e.g., Interim Essential Air Transp. at Plattsburgh, Massena, Water-
town, Saranac Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt.,
CAB Order No. 80-2-100 (Feb. 21, 1980); Notice of Intent of Frontier Airlines,
Inc., CAB Order No. 80-5-92 (May 13, 1980).
" See, e.g., Notice of Intent of Hughes Air Corp., CAB Order No. 80-5-88
(May 13, 1980); Notice of Intent of Air New Mexico, Inc., CAB Order No.
80-8-8 (Aug. 1, 1980); and Notice of Intent of Air Illinois, CAB Order No.
80-10-121 (Oct. 21, 1980).
13 Notice of Intent of Air Illinois, CAB Order No. 80-10-121 (Oct. 21,
1980).
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indicate that community preference for a replacement carrier will
not be given determinative weight when the Board believes that
another carrier is more likely to provide reliable replacement serv-
ice, are troublesome. The community's stake in reliable service is
evident and arguably its views should be given greater emphasis by
the Board unless the Board can establish that the air carrier
preferred by the community is not fit, willing, and able to provide
the necessary service at a reasonable subsidy.
A cost-benefit analysis has been used in several cases by the
Board. This approach seems to indicate that the use of larger air-
craft that are more fuel efficient and can accommodate more pas-
sengers in less trips is a factor the Board will use in distinguishing
between applicants who are applying to provide subsidized serv-
ice." Additional factors that the Board has given consideration
to in choosing between competing applicants are the existence of
a joint-fare agreement and the proposed installation of a com-
puterized reservation system" and, in one case, the quickness with
which an applicant could commence replacement service at an
isolated point. "
In reviewing all the factors considered by the Board in selecting
an air carrier to provide subsidized replacement service, it appears
that the Board places the greatest emphasis on the experience of
the applicant in providing scheduled air service in the vicinity of
the involved communities. The significance attached to this factor
seems quite appropriate, although there are instances in which the
Board's ability to make that assessment accurately has been ques-
tioned.'1 There may also be a need to give greater weight to the
community's preference.
V. SECTION 419 SUBSIDY PROGRAM
As of November 1980 the Board had established subsidy rates for
13'See, e.g., Interim Essential Air Transp. at Plattsburgh, Massena, Water-
town, Saranac Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB
Order No. 80-2-100 (Feb. 21, 1980); Notice of Intent of Frontier Airlines,
Inc., CAB Order No. 80-5-92 (May 13, 1980).
139 Notice of Intent of Hughes Air Corp., CAB Order No. 80-5-88 at 5 (May
13, 1980).
140 Notice of Intent of Frontier Airlines, Inc., CAB Order No. 80-5-92 at 6
(May 13, 1980).
141 Air Cargo and Passenger Deregulation, supra note 96.
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replacement service for thirty-six cities. As indicated in Appendix
I, the first year subsidy costs for these cities will total approximately
$8.1 million. In implementing this new subsidy program the Board
has been required to carry out a number of policy objectives of
the ADA. Some of these objectives are in conflict with each other
and others have been difficult to accomplish under the limited
powers delegated to the Board by the ADA."a One important policy
objective of the ADA is to keep subsidy payments at a level reason-
ably related to costs. As discussed earlier in this article,"3 Congress
was hopeful that a transition to a community-based subsidy program
would reduce subsidy costs. The ADA, however, gives the Board
only limited powers to control subsidy. The law requires the Board
to establish subsidized service at any community that a certificated
air carrier wishes to leave and for which service will not be provided
without a subsidy. If applicants are only interested in providing
service at "unreasonable" levels of subsidy, the Board has no direct
power to order service at a reasonable rate. The main statutory
check against abuse is the possibility that an applicant who insists
on an excessive subsidy will be faced with lower competitive bids
from other carriers.
Controlling subsidy costs is not the only objective of the ADA.
The Act also contemplates a subsidy program that will ensure
reasonably reliable service. Thus, section 419(d) of the ADA
directs the Board to establish guidelines to compute not the lowest
possible subsidy, but "the fair and reasonable amount of compensa-
tion required to insure the continuation of essential air transporta-
tion."1" This argues against an unduly low subsidy that would be
likely to force carriers to end their service after a short period.
The Board's subsidy decisions have developed a number of
policies to accomplish the objectives of the ADA. One basic policy,
which has been discussed in Part IV of this article, is that the
Board does not necessarily select the "low bidder" for subsidized
"The policy problems are discussed extensively in CAB, Section 419 Sub-
sidy Program (undated paper prepared by the staff of the CAB) [hereinafter
cited as Section 419 Subsidy Program]. The staff paper was cited by the Board
in Interim Essential Air Transp. at Plattsburgh, Massina, Watertown, Saranac
Lake/Lake Placid, Ogdensburg, New York and Rutland Vt., CAB Order No.
80-2-100 at 4 (Feb. 21, 1980).
"' See text accompanying notes 16-19 supra.
1-49 U.S.C. § 1389(d) (Supp. II 1978).
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service. The Board is also concerned with assuring good replace-
ment service. Factors such as reliability and experience in serving
the community are given greater decisional weight than the low
subsidy cost of a proposal.
A second basic policy followed by the Board has been to try
to set the subsidy at a level the Board finds reasonable. The Board
does not necessarily accept the subsidy level proposed by an ap-
plicant. The Board has its staff do an independent analysis of the
"subsidy need" of the proposed service; that is, of the losses that
the service is likely to incur. If the staff estimate of subsidy is
different from that of the applicant there are, in effect, negotiations
in which the staff tries to persuade the applicant to agree to provide
service at a different level of subsidy. According to the Board's
staff, the adjustments in a subsidy can, in theory, be upward or
downward. In practice, however, most of the adjustments have been
downward, resulting in reduced subsidy." The reductions recom-
mended by the staff can be substantial. For example, in the
Catskill/Sullivan County, New York case"' the staff reduced an
applicant's estimate from $550,000 per year to $326,000 per year.
In the El Dorado/Camden, Arkansas case " Scheduled Skyway's
request for a $574,000 subsidy in the first year was reduced to
$440,000.
To illustrate the type of adjustments made by the staff, in the
Chico, California casel" the staff assumed that a carrier's fares
would be ten percent higher than estimated (based on another car-
rier's fares in the market) and that there would be no net loss of
revenue from cancelling certain flights. In the Catskill/Sullivan
County, New York case' the carrier had allocated all costs of an
aircraft to the subsidized route. The staff considered it reasonable to
allocate only one-half of the expense. A related policy followed by
the Board and its staff is to limit subsidy to the cost of essential air
1 5 The staff has proposed an upward adjustment in subsidy in a pending case
involving replacement service at New Bedford, Mass.1
' Notice of Intent of Allegheny Airlines, Inc., CAB Order No. 80-5-135 at
5 (May 20, 1980).
147 Notice of Intent of Air Illinois, CAB Order No. 80-10-121 at 4 (Oct. 21,
1980).
148 Notice of Intent of Air Pacific, CAB Order No. 80-5-87 (May 13, 1980).
149 Notice of Intent of Allegheny Airlines, Inc., CAB Order No. 80-5-135 at
5 (May 20, 1980).
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service."' Higher levels of service or service with larger aircraft
must be undertaken at the applicant's own risk.
The Board has used varying techniques to persuade carriers to
accept the staff estimates. In early cases the Board's procedure was
first to select an applicant and then indicate to it that a subsidy
would be available at the level estimated by the staff. For example,
in the Catskill/Sullivan County, New York case"' the Board in-
dicated that it would only select the applicant if it agreed to a
subsidy of $371,000 instead of the $552,000 requested. The Board
added that "should we and New Haven [Airways] not agree to a
rate of compensation, we may resolicit proposals for Sullivan
County. '1 2
To obtain an applicant's consent to the proposed subsidy the
Board issued a show-cause order in which the carrier was asked
to agree to the rate estimated by the staff. In practice, the show-
cause order frequently became a starting point for negotiations. In
a number of these cases the applicant did not accept the subsidy
proposed, and negotiations and a compromise followed. For ex-
ample, in the Plattsburgh, New York case the rate originally con-
templated by the Board was $630,000."' In the show-cause rate
proceeding this was raised to $727,000 by including a different al-
lowance for return on investment than the one originally proposed.'"
In the London/Corbin, Kentucky case the original $88,614
rate" was raised to $115,000. '" The largest adjustment was in the
"' See Interim Essential Air Transp. at Plattsburgh, Massena, Watertown,
Saranac Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB Order
No. 80-2-100 at 1-2, 9 (Feb. 21, 1980).
"' Notice of Intent of Alegheny Airlines, Inc., CAB Order No. 80-5-135 at 5
(May 20, 1980).
152 Id.
1" Interim Essential Air Transp. at Plattsburgh, Massena, Watertown, Saranac
Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB Order No.
80-2-100, appendix B, at 5 (Feb. 21, 1980).
54 Interim Essential Air Transp. at Plattsburgh, Massena, Watertown,
Saranac Lake/Lake Placid, Ogdensburg, New York, and Rutland, Vermont, CAB
Order No. 80-5-199 at 1 (May 29, 1980).
15 Notice of Piedmont Aviation, Inc., CAB Order No. 80-2-110 at 4 (Feb. 21,
1980).
56 Notice of Piedmont Aviation, Inc., CAB Order No. 80-3-195 (Mar. 29,
1980).
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Glasgow, Montana case, from $1.03 million'7 to $1.7 million' to
reflect more current data on revenues and expenses. Adjustments of
this magnitude suggest that the show-cause procedure makes it
difficult for the Board to control the subsidy. Under these proce-
dures, it is difficult for the Board to resist an applicant's attempt
to increase the subsidy since the community will be anxious for the
service to begin and other applicants may no longer be available.
To avoid these problems, the Board in more recent cases has
followed a procedure of requiring the applicant to make a commit-
ment to accept a reduced subsidy before the Board selects a carrier.
Under this procedure, the staff prepares its estimates of subsidy
needs before the carrier selection decision and negotiates with the
applicant, who then revises its subsidy estimate. When the Board
selects an applicant the revised estimate becomes the established
subsidy rate without further proceedings."9
Another basic policy followed by the Board has been to pay a
subsidy on the basis of a predetermined fixed rate. For example, a
carrier will be awarded a subsidy of $500,000 per year for operat-
ing at a specified level of service for two years. A fixed incentive
rate can be contrasted with a cost-plus rate in which the Board
makes up a carrier's losses after the fact. As the Board's staff has
pointed out, a cost-plus rate does not give incentives for efficiency
and promotion of service. Under a cost-plus rate if cost-cutting
measures are not undertaken, any losses will still be met by the
subsidy; similarly, if a carrier is successful in reducing its losses,
the gains will be offset by a reduced subsidy. In contrast, a fixed
rate gives incentives for increased efficiency by allowing a carrier
to keep any additional profits it realizes and requiring it to bear
any additional losses. .'"
An intermediate type of rate is a shared incentive rate, in which
a base rate is set, with payments adjusted upwards or downwards if
certain contingencies arise. The adjustments do not cover every pos-
sible contingency. If the losses from the service are different from
15' Notice of Intent of Frontier Airlines, Inc., CAB Order No. 80-5-92 at 16
(May 13, 1980).
" Notice of Intent of Frontier Airlines, Inc., CAB Order No. 80-6-103 (June
17, 1980).
"I See, e.g., Notice of Intent of Air New Mexico, Inc., CAB Order No.
80-8-8 (Aug. 1, 1980).
IGo See Section 419 Subsidy Program, supra note 142.
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those anticipated the carrier and the government share the benefits
or burdens.
The Board generally has preferred a fixed incentive rate over a
shared incentive rate. In the Plattsburgh, New York case' the
Board indicated, rather cryptically, that at a recent meeting it had
indicated a preference for a shared incentive rate over a fixed
incentive rate, but that "after further review of the matter and
discussion with the carrier, we have decided to compensate Air
North on the basis of a fixed incentive rate..'. In the London-
Corbin, Kentucky case, the Board's next case, " it agreed to a
shared incentive rate. For the first six months, if revenues were
more than 10% below the estimated level, subsidy would be in-
creased by 90% of the shortfall beyond 10%. After six months a
new revenue target would be set and subsidy adjusted to meet that
target.
Subsequently, the Board returned to the fixed rate concept. In
the Glasgow, Montana case ' the Board stated that a fixed incentive
rate "will result in the strongest possible incentives for development
of the subject markets." In the Catskill/Sullivan County, New
York case' the Board rejected the request of New Haven Airways
for a shared incentive rate with a statement that "a fixed incentive
rate maximizes the incentives to the carrier." To this date no other
variable rates have been authorized by the Board.
The one area in which the Board has allowed a variation from
the concept of a fixed rate is fuel costs. In the London-Corbin,
Kentucky case""6 the Board provided that subsidy would be adjusted
(upward or downward) by 85% of the difference between actual
fuel expense and estimated fuel expense. The Board stated that
"[t]his is necessary because fuel prices continue to escalate sharply
161 Interim Essential Air Transp. at Plattsburgh, Massena, Watertown, Saranac
Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB Order No.
80-2-100 (Feb. 21, 1980).
16 2 Id. at 4.
" Notice of Piedmont Aviation, Inc., CAB Order No. 80-3-195 (Mar. 29,
1980).
164 Notice of Intent of Frontier Airlines, Inc., CAB Order No. 80-5-92 (May
13, 1980).
165 Notice of Intent of Allegheny Airlines, Inc., CAB Order No. 80-5-135
(May 20, 1980).
166 Notice of Piedmont Aviation, Inc., CAB Order No. 80-3-195 (Mar. 29,
1980).
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and unpredictably, a phenomenon which is to a great extent not
controllable by the airline." A similar provision has been included
in subsequent cases.
The Board's orders suggest that the main factor behind the
general rejection of the shared incentive rates has been that a
fixed rate gives greater incentives for efficiency. Discussions with the
Board's staff indicate that the technical complexity of designing a
shared rate has also been a factor. As will be discussed,"7 the Board
has sometimes adopted the concept of reopening a rate after an
initial period. This concept has the features of a shared incentive
rate since it permits a rate to be reset if profits or losses are differ-
ent from those anticipated. The Board's general policy has been
to select a subsidized carrier for a two-year period. ' In some cases
a rate has been set for the entire two-year period."'" In other cases,
however, the Board has provided that the interim rate may be
"opened," i.e., reestablished after a trial period.
Sometimes the prospective adjustment is limited to expenses or
to revenues. In the London-Corbin, Kentucky case"' the Board
provided that the subsidy rate could be adjusted after six months
for unexpected changes in revenues only. In the Crescent City,
California case..1 the Board provided that the rate could be adjusted
after three months if costs during this period differed from those
estimated. The Board noted that the "application is now several
months old and that conditions may have changed." In the Glasgow,
Montana case 7' the Board established a two-year rate, subject to
adjustment of costs and revenues after six months on the basis of
actual experience. The Board noted that the carrier selected would
107 See text accompanying notes 170-75 infra.
168 In two cases there has been a one-year rate only, with no indication of
whether there would be a new round of carrier selection or merely a readjust-
ment after the first year. Enid, Oklahoma Case, CAB Order No. 80-7-53 (July
8, 1980); Natchez, Mississippi Case, CAB Order No. 80-10-151 (Oct. 24, 1980).
19 See, e.g., Interim Essential Air Transp. at Plattsburgh, Massena, Water-
town, Saranac Lake/Lake Placid, Ogdensburg, New York and Rutland, Vt., CAB
Order No. 80-5-199 (May 29, 1980).
170 Notice of Piedmont Aviation, Inc., CAB Order No. 80-3-195 (Mar. 29,
1980).
171 Notice of Intent of Hughes Air Corp., CAB Order No. 80-5-88 (May 13,
1980).
172 Notice of Intent of Frontier Airlines, Inc., CAB Order No. 80-6-103
(June 17, 1980).
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soon be negotiating long-term aircraft leases that might produce
lower rentals. The carrier had limited experience with the type of
aircraft involved, and its costs were not firmly established. Addi-
tionally, traffic might increase as a result of increased service. In
the Danville, Virginia case73 a two-year rate was subject to adjust-
ment after one year on the basis of actual revenues for the first
year. The Board cited the carrier's concern, which it found reason-
able, that traffic would not develop as quickly as had been esti-
mated. Expenses could not be adjusted, however, and maximum
and minimum levels were established for the second year subsidy.
In the Astoria/Seaside, Oregon case 7 the Board provided that the
carrier could comment after six months on why the second year
rate should not be the same as the first year rate. In the Alamo-
gordo, New Mexico case' the second year rate could be adjusted
on the basis of fuel expenses and revenues, subject to a ceiling
equal to the first year rate.
This procedure raises the question whether reopening the rate
will destroy incentives for efficiency and turn the rate into a cost-
plus rate. The Board's staff believes that incentives will be retained
if adjustments are infrequent, i.e., not every month. They believe
that a carrier would not find it to be in its self-interest to hold down
revenues in the hope of obtaining a revenue adjustment. The staff
also believes that Board auditors can insure that costs are not
padded to obtain a subsequent adjustment.'
The staff's theories, which seem reasonable, have not been tested
in practice. As of November 1, 1980, only one rate order had been
reopened. The London-Corbin, Kentucky rate order was adjusted
after six months on the ground that revenues had not lived up to
expectations.1" The revenue forecast was reduced to 35% of the
estimated revenue level for months six through twelve of the two-
year rate and to 40% for months twelve through eighteen. As a
'7" Essential Air Transportation at Danville, Virginia, CAB Order No. 80-6-104
(June 17, 1980).
174 Petition of the Port of Astoria, CAB Order No. 80-7-2 (July 1, 1980).
115 Notice of Intent of Air New Mexico, Inc., CAB Order No. 80-8-8 (Aug.
1, 1980).
"I Interview with Patrick V. Murphy, Chief, Essential Air Services Division,
Bureau of Domestic Aviation, CAB.
Notice of Piedmont Aviation, Inc., CAB Order No. 80-10-172 (Oct. 19,
1980).
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result, the subsidy for the second year was increased from $76,000
to $250,000.
In summary, the Board's subsidy policies have been designed to
keep subsidy costs at a reasonable level, neither so high that the
carrier will receive a windfall or be rewarded for inefficiency, nor
so low that the carrier will not be reliable. In the next part of this




The Board's authorization of replacement service at eighty com-
munities has given us a basis for a first evaluation of the program.
Initially, it is clear that the certificated carriers have taken full
advantage of the easier exit allowed under the ADA. Data com-
piled by the General Accounting Office indicates that as of July 1,
1980, airlines had filed termination notices involving 244 commu-
nities. At eighty-seven of these communities, the airline filing the
notice was not the only certificated airline and the requirements for
replacement service did not come into operation. Of the remaining
157 communities, fifty-five were cities in which the last certificated
carrier had been allowed to suspend its service before the ADA.''
Thus at 102 communities there was a potential loss of all certifi-
cated service under deregulation.
The loss of certificated service at approximately 100 communi-
ties in the two years since deregulation may be compared to the
137 communities that lost service during the prior ten years.'"
Under prior law, however, there was no legal requirement that the
Board authorize replacement service. According to the GAO report
only twenty-two of the 137 communities now receive any air
service. It appears that under the ADA the rate of loss of certifi-
cated service at small communities has accelerated greatly. As re-
quired by the ADA, the lost service has been replaced with at least
a minimal level of replacement service.
17 8 COMPTROLLER GEN. OF THE U.S., THE CHANGING AIRLINE INDUSTRY: A
STATUS REPORT THROUGH 1979 (CED-80-143, Sept. 12, 1980).
I" Id. at 15.
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B. Subsidy Cost
As of November 1, 1980, the Board had authorized replacement
service at eighty cities; forty of these have required subsidy or are
likely to require it in the near future, * while forty cities have re-
ceived replacement service without any subsidy. Under the prior
law, some of the latter service required a subsidy. These statistics
indicate that the program has borne out the expectations of
Congress and the Board that the subsidy program would permit
replacement of subsidized service by unsubsidized service at many
communities.
Appendices II and III list the eighty replacement cities ranked
by passenger enplanements. With one exception, the cut-off point
for subsidy has been close to the forty enplanements-per-day level
suggested by the Board at the deregulation hearings."' The cut-off
level may rise in the future if the costs of airline service rise more
rapidly than the passengers' willingness to pay. As indicated in
Appendix IV, the total subsidy cost for the replacement cities is
about $8.1 million per year.'" Under the old section 406 program '
the subsidy cost of the eighty cities at which replacement service
has been arranged was $17.4 million a year.
There are other reasons to believe that subsidy costs are reason-
able under the new program. As Appendix I indicates, there was
more than one applicant for subsidy at all but two of the cities in
which there was a final award of a section 419 subsidy. This
competition furnishes a check on the level of subsidy requested.
Additionally, as discussed above," the Board generally has not
accepted applicants' subsidy proposals, but has adjusted them down-
ward to a "reasonable" level.
C. Quality of Replacement Service
The quality of replacement service involves many elements,
1"0 See Appendix I. Enid and Ponca City, Oklahoma, Mount Vernon, Illinois,
and Ottumwa, Iowa, are considered likely to require subsidy in the near future.
18 Aviation Regulatory Reform, supra note 9, at 67. "Enplanements" are pas-
sengers originating at the point. Forty enplanements is the equivalent of 80 origi-
nating and terminating passengers.
"I This includes the 36 cities for which final rates have been set.
" Federal Aviation Act of 1958 § 406, 72 Stat. 754, as amended prior to
Pub. Law No. 95-504.
14 See text accompanying notes 145-59 supra.
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ranging from those that are easily measured to those that are highly
subjective. A transition from service by certificated carriers using
the large jet or turbo prop aircraft to commuter airlines using
twenty-passenger or smaller aircraft involves losses in passenger
comfort and community status. Prior to the ADA, these losses
tended to be offset by the greater frequency of commuter replace-
ment service." Passengers at replacement cities generally responded
by making greater use of the replacement service than they had of
the prior certificated service." '
To this date, there has been improved frequency of replacement
service under the ADA. Passenger response, however, has been
less favorable than under prior law. Appendix V shows service at
replacement cities since deregulation, ranked from the greatest in-
crease in departures to the greatest decrease. At about three-fourths
of the cities replacement service has resulted in the same or in-
creased departures. Appendix VI presents a similar ranking by
seats per week. Only about one-fourth of the cities have gained
seats. This is not necessarily negative, since one of the complaints
about certificated service at small communities has been that the
carriers use much larger aircraft than are needed. If the replace-
ment service offers enough seats to accommodate passengers, the
loss in seats will not have a negative impact on small communities.
Available data does not permit a good evaluation of the adequacy
of seats offered by replacement service.
Another consideration of quality is whether replacement service
has been stable; in other words, whether it has been necessary for
the Board to authorize a series of replacement carriers or whether
the first arrangement has been successful. Table I indicates that in
seventy-two of the eighty cities the replacement carrier originally
selected has continued to provide service. This does not cover cases
in which there have been problems in service before a replacement
carrier has been selected, but general observation of the program
indicates that while some cases have been troublesome, the general
experience has been for transitions to go smoothly.
A basic question is whether passengers are using the replacement
service. Appendix VII evaluates recent passenger enplanements at
those cities for which replacement service was in effect on January
11 H.R. REP. No. 95-1211, supra note 5, at 11.1 8
ad.
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1, 1980, allowing a reasonable period for development of traffic. As
will be seen, traffic has decreased at most cities. One factor in this
decline has been the economic recession that has led to a decline
in airline traffic at cities of all sizes. When general traffic growth
is restored, replacement service is likely to do better. It is also
possible that the decline in traffic at replacement cities is a short-
term transitional problem. In the Board's experience, there fre-
quently is a reduction in traffic after replacement service is in-
augurated.18 ' As public acceptance of the replacement service
develops traffic grows and exceeds its former level.l" Despite these
possible explanations, it must be concluded that to this date replace-
ment service since deregulation has not been as well accepted as
replacement service before the ADA, which resulted in increases in
enplanements averaging eight percent per year.'"
CONCLUSIONS
Congress, with passage of the ADA, delegated to the Civil Aero-
nautics Board substantial responsibilities for implementing pro-
grams guaranteeing continued air service to small communities
for ten years and developing a new community-based subsidy
program. In carrying out these mandates the Board has moved
in the direction of placing maximum reliance on the marketplace
and limiting guaranteed service to levels of service that would not
be provided without subsidy. The Board has tried to keep subsidy at
reasonable levels, which results in neither windfalls nor unprofitable
operations. The Board has also attempted to develop programs
that would result in reliable replacement service.
Although it is still too early for final evaluation of the program,
it appears that to this date the Board's programs generally have
been successful in selecting reliable replacement carriers and pre-
venting lapses in small community service. The Board's programs
also appear to be fulfilling the Congressional expectation of lower
subsidy costs through use of aircraft better suited to the traffic
levels of small communities. The small communities at which
there has been replacement service are generally receiving better
service in terms of flight frequencies, although in many cases seats
187 ld.
1 Interview with Patrick V. Murphy, supra note 176.
189 Id.
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have been reduced and the aircraft utilized may be less attractive
to passengers. The most disturbing feature of the program has been
the decline in passengers at small communities receiving replace-
ment service. We should soon know whether this decline is only
temporary and related to transition problems or the recession-
induced general decline in air traffic, or whether the decline is more
permanent and caused by problems in the program.
APPENDIX I
Subsidized Services at Cities at Which Commuters or Small Certificated
Carriers Have Replaced Large Certificated Carriers
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London-Corbin, Ky.
McAlester, Stillwater,











* Did not involve replacement of large carriers, but do require use of Section
419 subsidy.
1 Subsidy paid under Section 406 temporary rate.
2 Estimate based on temporary hold-in rate.
' Proposals will be solicited after essential air service appeal.
APPENDIX II
Cities At Which Commuters Or Small Certificated Carriers Have Re-
placed Certificated Carriers Without Subsidy, Since Enactment of Air-
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APPENDIX HI
Cities At Which Commuters Or Small Certificated Carriers Have Re-
placed Certificated Carriers With Subsidy (Or Where Subsidy Is Likely),


















































Subsidy Change at Eligible Points at Which Commuter or Small Certifi-
cated Carriers Have Replaced Large Certificated Carriers Since the




Alamogordo & Silver City, N.M.














JOURNAL OF AIR LAW AND COMMERCE
Blythe, Cal. 1252 457
Bradford, Pa. 0 0
Carlsbad, Clovis & Hobbs, N.M. 0 0
Chico, Cal. 187 1,002
Clarksburg, W.Va. 0 0
Clarksville/Fort Campbell,
Tenn./Hopkinsville, Ky. 1342 479
Columbus, Hastings, Kearney
and McCook, Nebr. 1,051- 1,059
Crescent City, Cal. 142 528
Danville, Va. 236 367
El Centro, Cal. 0 8913
El Dorado/Camden, Ark. 441 0
Enid & Ponca City, Okla. 0 478
Flagstaff, Ariz. 0 91
Glasgow, Glendive, Havre, Lewis-
town, Miles City, Sidney, Wolf
Point, Mont. & Williston, N.D. 1,722 1,644
Hickory, N.C. 0 668
Hot Springs, Ark. 0 352
Kirksville, Mo. 337 0
Jamestown, N.D. 0 0
Liberty/Monticello, N.Y. 376 0
London-Corbin, Ky. 241 381
Mattoon, Ill. 0 01
Manchester, N.H. 0 0
McAlester, Stillwater, Okla.
& Paris, Texas 978 1144
Merced, Cal. 0 0
Modesto, Cal. 0 0
Morgantown, W.Va. 0 0
Mount Vernon, Ill. 0 1
*Natchez, Miss. 371 0
New Bern, N.C. 0 650
Newport News, Va. 0 134
North Bend/Coos Bay, Ore. 0 6912
Ottumwa, Iowa 0 762
Paducah, Ky.' 0 624
Parkersburg, W.Va. 0 476
Pocatello, Idaho" 0 0
Presque Isle, Me. 0 0
Princeton/Bluefield, W.Va. 0 462
Rocky Mount/Wilson, N.C. 0 484
Roswell, N.M. 0 0
Salem, Ore. 0 0
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Santa Maria, Cal. 0 386
Sheridan, Wy. 0 0
Stockton, Cal. 0 885
Texarkana, Tex. 0 0
Trenton, N.J. 0 0
Utica, N.Y. 0 0
Visalia, Cal. 0 0
White Plains, N.Y. 0 0
Williamsport, Pa. 0 0
Worcester, Mass. 0 0
Youngstown, Ohio" 0 0
Yuma, Ariz. 0 03
Upstate N.Y.-Watertown, Messna,
Ogdensburg, Plattsburg, Saranac
Lake/Lake Placid 727 0
Total Subsidy $8,130 $17,444
Net Subsidy Change $9,134,000
Combined subsidy of Bloomington, Mattoon and Mt. Vernon, Ill. was
$2,090 K.
2 Temporary rate.
I Combined subsidy of El Centro and Yuma was $891 K.
4 Subsidy was paid for McAlester only.
5 Combined subsidy of North Bend/Coos Bay and Great Falls was $691 K.
Note: Adjustment to 406 subsidy includes reduction in Service Incentive Plan
fund (a Board plan for extra payments to encourage small community service by
local service carriers) which would not exist absent deregulation.
APPENDIX V
Comparison of Departures Per Week at Replacement Cities, 10/1/78
and 10/1/80
Departures Departures
Per Week Per Week Percentage
City 10/1/78 10/1/80 Change
Roswell, N.M. 14 79 464
Modesto, Cal. 21 112 433
Crescent City, Cal. 14 47 238
Liberty-Monticello, N.Y. 12 39 225
Merced, Cal. 14 40 186
Pocatello, Id. 56 156 179
Hot Springs, Ark. 34 90 168
Worchester, Mass. 38 100 163
Yuma, Ariz. 59 153 159
Sidney, Mont. 12 31 158
El Dorado, Ark. 48 117 144
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Astoria, Ore. 5 12 140
El Centro, Cal. 71 165 132
Visalia, Cal. 35 75 114
Bakersfield, Cal. 94 198 110
Wolf Point, Mont. 12 24 100
Miles City, Mont. 12 24 100
Glendive, Mont. 12 24 100
North Bend/Coos Bay, Ore. 36 71 97
Paducah, Ky. 60 114 90
Stockton, Cal. 63 119 89
Blythe, Cal. 14 24 71
Rocky Mt./Wilson, N.C. 27 45 67
Flagstaff, Ariz. 43 71 65
Williston, N.D. 30 48 60
Clarksville, Tenn. 12 19 58
Texarkana, Tex. 81 123 52
Hickory, N.C. 74 112 51
Saranac Lake, N.Y. 34 51 50
Williamsport, Pa. 100 150 50
Watertown, N.Y. 35 50 43
Messena, N.Y. 27 37 37
Carlsbad, N.M. 24 32 33
Youngstown, Ohio 73 95 30
Columbus, Ohio 28 36 29
Hobbs, N.M. 24 31 29
Mount Vernon, Ill. 24 31 29
Manchester, N.H. 140 181 29
Ogdensburg, N.Y. 40 50 25
White Plains, N.Y. 144 174 21
Sheridan, Wyo. 76 62 18
Lewistown, Mont. 12 14 17
Ottumwa, Iowa 26 30 15
Salem, Ore. 41 47 15
Newport News, Va. 109 120 10
Kirksville, Mo. 23 25 9
Bradford, Pa. 35 38 9
Havre, Mont. 11 12 9
Kearney, Nebr. 56 60 7
Presque Island, Me. 56 60 7
Morgantown, W.Va. 113 119 5
Mattoon, Ill. 24 25 4
Santa Maria, Cal. 106 108 2
Sidney, Mont. 28 28 0
Chadron, Nebr. 14 14 0
Alliance, Nebr. 28 28 0
1981) DEREGULATION & COMMUNITY AIR SERVICE 6E
Bloomington, Ill. 80 80 0
Glasgow, Mont. 24 24 0
McAlester, Okla. 12 12 0
Clovis, N.M. 47 42 (11)
Trenton, N.J. 94 83 (12)
Clarksburg, W.Va. 121 104 (14)
Ponca City, Okla. 29 24 (17)
Paris, Tex. 30 24 (20)
McCook, Nebr. 45 36 (20)
Alamogordo, N.M. 71 54 (24)
New Bern, N.C. 53 40 (25)
Utica, N.Y. 152 109 (28)
Hastings, N.Y. 62 42 (32)
Plattsburg, N.Y. 75 50 (33)
Silver City, N.M. 20 13 (35)
Chico, Cal. 93 57 (39)
London/Corbin, Ky. 20 12 (40)
Princeton/Bluefield, W.Va. 58 32 (45)
Danville, Va. 28 12 (57)
Natchez, Miss. 31 12 (61)
Enid, Okla. 78 24 (69)
No Service on 10/1/78
Camden, N.J. 0 65 -
Jamestown, N.D. 0 32
Stillwater, Okla. 0 12 -
APPENDIX VI
Comparison of Seats Per Week at Replacement Cities 10/1/78
and 10/1/80
Seats Per Week Seats Per Week Percentage
City 10/1/78 10/1/80 Change
Astoria, Ore. 45 180 300
White Plains, N.Y. 2,183 5,298 143
Pocatello, Iowa 1,813 4,224 133
Saranac Lake, N.Y. 646 1,376 113
Sidney, Mont. 228 410 80
Paris, Tex. 240 408 70
Watertown, N.Y. 665 1,066 60
Messena, N.Y. 513 760 48
Ogdensburg, N.Y. 760 1,066 42
Modesto, Cal. 2,163 3,037 40
Roswell, N.M. 875 1,185 35
Miles City, Mont. 228 300 32
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Santa Maria, Cal. 2,800 3,671 31
Glendive, Mont. 228 300 31
El Centro, Cal. 1,912 2,498 31
Williamsport, Pa. 2,170 2,822 30
Bradford, Pa. 875 1,140 30
Wolf Point, Mont. 228 291 28
El Dorado, Ark. 720 908 26
Yuma, Ariz. 2,008 2,500 25
Williston, N.D. 570 708 24
Liberty/Monticello, N.Y. 324 396 22
Sidney, Mont. 532 532 0
Chadron, Nebr. 266 266 0
Alliance, Nebr. 532 532 0
Bakersfield, Cal. 6,982 6,982 (.7)
Hickory, N.C. 2,312 2,286 (1)
Utica, N.Y. 3,323 3,219 (3)
Sheridan, Wyo. 955 922 (4)
Plattsburg, N.Y. 1,425 1,346 (6)
Flagstaff, Ariz. 1,226 1,045 (15)
Manchester, N.H. 4,320 3,629 (16)
Morgantown, W.Va. 2,159 1,785 (17)
Youngstown, Ohio 6,499 5,349 (18)
North Bay/Coos Bay, Ore. 935 772 (18)
Clovis, N.M. 795 630 (21)
Ponca City, Okla. 460 360 (22)
Havre, Mont. 129 96 (26)
Kirksville, Mo. 270 200 (26)
Visalia, Cal. 1,841 1,350 (27)
Stockton, Cal. 8,057 5,718 (29)
Clarksburg, W.Va. 2,239 1,581 (29)
Bloomington, Ill. 1,784 1,257 (30)
Crescent City, Cal. 560 384 (31)
Merced, Cal. 1,442 946 (34)
Glasgow, Mont. 456 291 (36)
Texarkana, Tex. 3,000 1,845 (39)
Worcester, Mass. 3,344 2,016 (40)
Hot Springs, Ark. 2,310 1,350 (42)
Princeton/Bluefield,
W.Va. 2,375 1,383 (42)
Trenton, N.J. 2,776 1,689 (39)
Clarksville, Tenn. 528 285 (46)
Presque Island, Me. 2,548 1,375 (46)
Paducah, Ky. 4,076 2,150 (47)
Kearney, Nebr. 1,330 684 (49)
Mount Vernon, N.Y. 1,056 527 (50)
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Carlsbad, N.M. 960 480 (50)
Lewistown, Mont. 228 112 (51)
Newport News, Va. 10,224 4,909 (52)
Hobbs, N.M. 960 465 (52)
McCook, Nebr. 1,165 540 (54)
Salem, Ore. 1,685 752 (55)
Natchez, Miss. 465 204 (56)
Hastings, Nebr. 1,420 630 (56)
Columbus, Nebr. 1,400 540 (61)
McAlester, Okla. 600 204 (66)
Mattoon, Ill. 1,056 325 (69)
Alamogordo, N.M. 1,543 460 (70)
Enid, Okla. 1,256 360 (71)
Blythe, Cal. 560 144 (74)
Ottumwa, Iowa 1,144 270 (76)
Rocky Mt/Wilson, N.C. 1,566 350 (78)
Silver City, N.M. 936 195 (79)
New Bern, N.C. 3,074 560 (82)
London/Corbin, Ky. 1,160 180 (84)
Chico, Cal. 3,109 513 (84)
Danville, Va. 1,624 216 (87)
No Service on 10/1/78
Camden, Ark. 0 390 -
Jamestown, N.D. 0 608
Stillwater, Okla. 0 204
APPENDIX VII
POINTS AND COMPARATIVE ENPLANEMENTS FOR THE YEAR ENDING
6/30/80 AT POINTS WHERE REPLACEMENT WAS COMPLETED
BY 1/1/80
Enplanements
Enplanements for Year Ending Percentage
Eligible Point in 1978 6/30/80 Change
Jamestown, N.D. 3,040 8,302 173
Ponca City, Okla. 947 1,961 107
McAlester, Okla. 746 984 32
Hobbs, N.M. 4,822 5,902 22
Bradford, Pa. 21,651 23,972 10
Williamsport, Pa. 51,150 52,223 2
Kearney, Nebr. 5,924 5,961 .6
McCook, Nebr. 3,430 3,439 .3
Kirksville, Mo. 2,620 2,621 .04
Enid, Okla. 4,705 4,472 (5)
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Bakersfield, Cal. 147,898 118,762 (20)
Roswell, N.M. 24,670 19,870 (20)
Paris, Tex. 3,161 2,494 (21)
Presque Isle, Me. 50,267 38,405 (24)
Paducah, Ky. 55,316 39,474 (29)
North Bend/Coos Bay,
Ore. 19,108 13,162 (31)
Hot Springs, Ark. 27,359 17,678 (35)
Clovis, N.M. 8,357 5,299 (37)
Alamogordo, N.M. 11,793 7,224 (39)
Carlsbad, N.M. 8,543 5,200 (39)
Hastings, Nebr. 5,250 2,976 (43)
Crescent City, Cal. 4,495 2,581 (43)
Columbus, Nebr. 2,981 1,554 (48)
New Bern, N.C. 32,609 14,020 (57)
Silver City, N.M. 6,683 2,633 (61)
Chico, Cal. 29,813 11,321 (62)
Ottumwa, Iowa 8,744 2,586 (71)
Danville, Va. 5,567 1,455 (74)
